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BDAC Hoﬁtix_gg group I, International Export Control Systems

n Easgt-Weat Trade

" 1. This report attespts to analywe, fheofsr as currently availsble data
pormit, govermment credit operations :I.n East-West trade and the effect of credits
sud oredit guarantees on this trsde. PBrosder aspects of financial relations .
between the Bloc amd the West, such as the status of pire-war ‘loans, eanponution
for nationalised properties, etc., are not ocomsidered here, ‘®lthough it is recog-
aized that obligations under these debts sffect the foreign exchange resources
of the Bloc countries and are tm.tm related to the m.oc'a abmty to iaport,

2. This veport iaapartofthémlcﬂorkmtorthocml’ It sun~
asvizes information previously assembled on the questiocn of credit and its relau:a?
to Baatwﬂeut trade iu Tequested by the Executive Sommittes, ED/EC M-173, 8/9/55.1

BxpoLy. Xinancing.

. 1, ‘Credit facilities are gemally ava:uabh ¢ finance exports to the
307101; Bldc on the same terms as to other countries,. Governmentsl credit
fesilities «xtended by most Boatm European and: Bo:':h Ancricen counteies to
Wc tlw:lr oxport trade m prmipd]:r the H allawing typoa: ’
. "

y The following are the prinsipal references: ‘ ‘

{a) EDAC D86, 9/29/543 r.pr:mt of ECE Secn-etarht papw on_"The Peyments
Problem in Esst-Hest Trade®;

{») ED/EC n-m(/m,, 11,/9/54 and n-»so/51, ujlo/ﬁ., on "Uom:arn European
Clsaring ) Gredits to thw Soviet B.n%; -

%@) JOC Doe. 99 55, Anpexes VII-IX & Sugp imnt 1 of 6/22/55
EDAC D039, 7/15/55 and D-103/15a, &1, 55 (IR 6348, 6/3/55) ~—
&ll on Govemmm &1’1 Guarantee: ;

() WM S‘t&fft At SW“ ¥o. 10, 7/5/55, Part. m; “Mt Extension to

e G

{s) Working Group /n37, U6/55, u-z.n, s/za/, unaz, 10/12/55 and

M43, 11/1/55.
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{a) sashk Credit Guarantees: Private exporters may obtain in- -
surance, for sti ted fees, from govermment institutions, against some or all .
commerolal, financiel, and political risks, covering up to 100%, in soms cases, *
of the wvalue of ths exports, on credit extended by them to foreign importers.
Gemerally, credit guarantees are available only for credits of 5 years or less.
They are usually available without distinstion as to country or destination.
‘Howewer, as a matter of pelicy, the U,S, does not extend the ExIm Bank credit
insurancs to exports to the Bloc.: Some other countries find it umnecessary
{because of the clearing arrangements provided for in bilateral trade agree-
nwents) to make use of such facilities in their trade with the Bloe, or are
relustant to do sc for reasons of financial policy. Credit guarantees may be
pertioulerly isportent for thoss countries which do not have bilateral trade
agreements with “ewing®” credit srrangements with the Bloa. -

{b) Govermment %S redits: "Swing® credits ars a basic element
of the bilatexal e and payments nts under vhich most trade between
the Hloc and the West is carried out.g These bilateral agreements usually
provide that trade is to be balanoced anmmally by shipmsnts of commodities,

~ However, ome party may, during the course of the agresment, import more than

it exports to the other, up to a stipulated amount knowm as the "swing®, B;

the end of the period covered by the payments agreement the ®debtor® country is
supposed to export to the creditor to the extent necsssary to balance the
agoounts or meke settlemsnt in cash. In practice, the Bloe conntries as a

whole have habitually imported more than they have exported. Western countries
have im sowe cases suspended exports whem the "swing® s exhausted, but others
have contirmed to export even though the "swing®™ debits of the Bloc importing
country exceedsed the maximum provided in the payments agreementé/ This practice
bas rasulted in the extension of considerable credit to the Bloc even though _
Hestern countries have generally been reluctant to permit ®swing® balanoes to
bocoms excessive. S . . .

VSRR

% fo :

{¢) HMedium Term Governmemt Loans: In addition to ths "swing” credit
ervaungements in trade aments;, special credits are sometimes granted Bloc
sountries by Westdrn governments to fimance. specific exports from the West. Tn
sone oases these credits are a part of the trade agreement (but additional to the
allowable *swing"). HNormally, however, they are separate from the trade agree-
mant apd cover tramsactions mot enviseged in the agreement. For countries
which do mot bave "swing®™ acredit arrangements with the Blos, this type of
credit {as well as govermment credit guarantees of private credits) may be an
important method of promoting exports to the Blos. These credits usually run
for from 1 to 2 years on agriculturil products to 3 to 10 years on capital goods.
Unlike the "swing™ credits, they bear interest and are payable in specified
currencies or gold. , .

2/ Tue U.S., UK., and Canada are the principal countries which do pot conduct
thelr trede with ths Elog under bilateral agreements.

2/ Howewsr, the private Westarn exporter is paid in full by his own government
viron shipment is meds; hence, under the bilateral trade agreements, the
«xporter has no need for c«redit insurance, except for transactions outside
the trade agreemsnt.
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- {d)  iove-erm Goverpment Q8R0S Another type of export credit, usually
relatsd o major ds projects and public works, ia the government-to-:
govermmant long-term loan.. The amounts involved are generally much higher than
1n the showt and medium-term types of credits, and payments are made over a
period of 10 to 20 ysars or longer. However, as the U.S. is the principal
capital-siportiog wation in the world, long-term loans have not been an’ importent
factor in Bast-West trads, To the limited extent that they may export capital,
Hesters countriss normelly prefer to develop markets in the frso world, vhere
cconoule ties are less 1ikely to be abruptly severed for puzely political reasons.
However, the possibility of soms relatively small long-term loans from the West
to the Hlos to finsnce capital equipment or to reaew closs prewar financial
ties (2.g., Framce end Folend) should not be ruled out.

g-Strategle Trad v is po evidence that. government

1. Stratesic V8, NOG- ggic Trade.
eredit facilities haws besn ted to findnce I goods. O the other hand,

with respost to Ii II items within quota limits, and IL ITI items, credit arrange-
nents have genscally besn available on the same conditions as for non-strategic
trade with the Blos sud trede with other free world couatriss. In othey words,
credit hus not been extended to transactions in violation of COCOM control agree-
ments, and, on the other hand, the withholding of credit has not béen used as an
additional eontrol weapon, above and beyond the COCOM controls (except by the
U.3.). HNevertheless, eredit has not made any significent contribution to the
Bioe's ubility to eoguire strategie goods. " It is resognized that credits ex-
tonded o the Hloe have the effect of facilitating Blos imports. However; the
Bloe's fiuanciel rescurces do not sppear to be a limi factor in procurement

of strutegic imperts (i.e. importa of “rated area® items). We must look to the. .
intersationsl eontrol system, rather than the availability of or lack of credit,
ae the conteolling fector im the Eloc's ability to scquire strategic goods.

W oo g R A
2 o 14

A T

_ 50 at Gredit G teeg: The role of goverumsub eredit .
guarsnbues iu Fasl-West tr is limited, since such 68 gre pormally
not eppifesble to trede condusted under most bilateral agresmenis. Howeyer,
povernmsit guarantees bave besn granted to-insure privete credits for trans-
sotions oubside trade agreements or whors trads agreemsnte do not exist. The
total woiums of such guarantess appears to have beenm swall in relation to total
exporie to the Bloos, Incomplete data show the following goveranment guarantees
of private credits to the Bloss :
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Amount Guaranteed
during year shown
a) U.K., 1953 (19.2% of exports to Bloc in 1953) $ 17,800,000/
(b} Netherlands, 1953 (20.0% of exports to Bloc in 1953) 12,200,000
¢) Switzerlarmd, 1953: 10% of total exports (data on
guarantees on exports to Bloc separately are not
availsble)
(d) Sweden, 1954, principally to Foland for capital
goods (4% of exports to the Bloo in 1954 2,700,0005/ >
o) Belgium, 1954, to Poland (12§ of 1954 exports to Bloc) 8,000,000 -
£) Coneda, 1955, wheat to Poland 16,000,000
g) Germany, 1955, cepital goods to Poland 8,000,000
‘h; France, past ard current o

(1) Italy, past and current

0
(§64,7700,660)
From the above _incbmplete information it may be estimated that

"yonghly 3% of total free world exports to the Blog &/ &re financed with the

aid of govermusnt credit guarantees. It may be of soms eoncern that total
eredit gusrantee potentials of certain countries are substantial., However,
these maximum government suthorisations represent total potential guarantees
on exports to all countries of the world. It is improbable that all or even
a major part of the potential would be utilized for any one area. Sound bank-

‘ing practice as well as government policy makes such a possibility unlikely,

particularly insofsr as credit extension to the Bloc might be involved.

Ja a period of increasing competition for foreign markets, guaran-
tees on exports to the Bloc may rise substantially over gurrent levels. However,
it would not seem reasonable to fear that they would become substantisl in the
context of tls “putential® levels, ‘

(») Goverumwent "Swing" Credit Tnis type of aredit appears to be
relatively more significant than any other typs of East-West trade financing.
Total “swing® credits gvajlable to the Bloc-in 1954 have been estimated at 3125
millicn, of which Finland provided $32.2 million, Germany approximately $30
million and Argentina $25.0 million. Actual swing credits cutstanding as of
June 30, 1954, amounted to approximately $140 million. In some cases, notably
Argeritina and Italy, the credits outstanding were substantially higher than
the "allowable® swing ceilings; in others they were lower. While the "swing"
concept provides that either party may obtain credit from the other, in practice
swing credits have aluost always been extended by the West to the Bloc, rarely
by the Bloc to the West. Western practice in recent years has led to a more

or less permensnt "swing® credit' to the Bloc of considerable magnitude.

e, " Cred

5/ Total Swedish credit guarauntees outstanding to the Bloc as of June 30, 1954,
sounted to $12,000,000,
6/ ¥ree world exports to the Bloc amounted to $1.7 billion in 1954.
CONFIDENTIAL .
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L le)  dedive-Te overpmeny loans: During ths immediete post-war
period apsclsl eredits were extended to Poland by severel countries to finance

machinsry exports, the credlts to be repaid by Poland by shipments of coal over
& poriod of yesars. : .

Move pecsnt emumples of such credits ave: (a) A 1955 French credit
of $14,000,000 {supplemcnting the trade agreements ewing of $5;000,000) to Poland
2o Plaemce olectricel generating equipmept (pert of which is rated IL II). This

tosn will be for 8 years, repayabils in mghoh francs, (b) A oms-year loem mede * / 793

Shis-sese by Prance to Poland end Hungary to finance 500,000 tons (approximately
$30,000,000} of wheat and flour exports. The Polish and Hungarian govermments
are to me'to payments to the French Governmsnt in pourds sterling twelve monthe
after deliveries. This credit was negotiated outside the framework of the
French trads agrecmsuts.
’ Altbough ép@@i&l ppdivm-tern govermment losns have not, up"t@ RO
"now, been of significsut volume, they may take am upwdrd trend ez Esst-West
treds beoonss more compotitive and less restricted.

. 5t ] u s For reasons glready moted, long-term

iouns heve bsen 1i% significance in East-West trmde, The only known long-
term loan wes & $110 million 20-ysar loan made by Sweden {o the USSR in the
immediate post-wer psriod (1946) when relations with the Soviets were relatively
friendly, Fow countries have either the inclinatiom or the capacity to export
capital to the Blos on a large scale, This condition is not likely to change
waterially even if East-West rclations improve because the financial resources

of most Western sountriss ere limited and large-scale investment prospects in .

the Wesh ere more inviting then in the Blec, However, if and when there appesrs .
4o ‘be a reel apd lasting improvememt in East-West relations; long-term goverment
toans from the West to the Bsst may be resumed on a moderate scale, (It should

be notsd thet the Bloe has also givea indications of its possible intemtions to
finance ve-geals development projects in certain underdevaloped areas of the
free world. _ i

(0) Suw Jonolpsio
the sonual evedits to the Bloo end the totaels outstanding et present and pro-
secbad over the mext two years, It should be emphesized that these estimates
sre baved on fragmentary deta., Ko claim is mede that they ave scourate, but
they may be of soms use in tryiag to assess the significance of credit in,
Bogt-Wealt tredes , - _ ~

ongs An attempt has been made to estimate

i ple) o
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;\‘\: ’ ] 1
-y Private Crodits | ' J
(a) As measured by government credit 50 75 85 95 .5
3 808 ¥
Governmsnt to Goveranusut Credits R

c) Msdium term loans Y 25 30 40 50
d) long term loans 220 ..m 40 9%

Total 325 355 385 415

ibi Swing credits in trade egreements 140 140 160 180

3 1RGNS I@AR

1955 2956

Private Cradits _ . ‘
(a) As measured by goverzmsnt credit gusrantees . 25

1957
10 10
Governmsasnt to Covermmant Credits B ‘

b) Swing credits in trede agreements 0 20 20

¢c) Mediuvm term loans . ' 5 10 -0

) Long tern loans | : —l =10 =M

) - Total 3 30 30

5 _ As estimated in the above table, in the post-war period prior to

7 the. ond of 1934 the Sovist Bloc had recsived imports to the extent of §325 million
/! gor which it had tot had to furnish exports, services, or gold. Oiedit had
;| fasilitatsd trade with the Bloc to that extent. .

Y Repragsents the net difference between credits oxtended to the Bloc and
paysents received from the Bloo., Total credits extended to the Blco snmnally
are sstizated at $200 million, as followe: Credit guarantees, $50 million;
"swing® oredits, $125 million; and medium term loans, $25 million. Bloc
ropayments ocn credits previously granted sre estimated at $170 million
aurually, lsaving a net of $30 million of new additionsl credit each year,

L)

.
‘
B TR

a L . CONVTDENTIAL
L B R T T
:
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On the basis of experience in recent years the prospect is that
small amounts of additiomsl credit may become available, HNet new credit in the -
smounts estimsted ($30 million anmually) would have wvery littls impact on the
| Blee ecowouy, representing as it does omly about two percent of total 8
' from the fres world (estimated to have been $1,720,000,000 in 1954).8/ With-

- drawgl of existing credit facilities from the Eloc would require gradusl ligui-

' dation or default on the obligations. The estimated total of $355 million at the
snd of 1955 represents about 20 percent of one year's Bloc imports from the free
world, Iiguidation of this obligation might have eome short-term impact on the

Bloc economy. / \

' With respect to sirateglic trade, there is mo evidence to imdicate
that the exteusion of credit has been responsible for any violations of COCOM
eontrel levels. Permissible exports of some IL II and IL III items have been
fingnced with government credit sssistance, btut this does not mean that exports
of strategic goods have bsen increased becsuse of the extemsion of credit,

Such goods, being strategic, would undoubtedly have been purchased by the Bloc

in the seme quantities even if no credit had been available. The Bloc would
probably not be pregmted, by a denial of credit, from acquiring all the strategic
goods it could get. . . ‘

. In Bsst-West trade as a whole credit has bsen a significent tut not
a wajor fector, Extensipn of credit to the Bloc appears to bs increasing, While
credit bas undoubtedly phowoted soms non-strategic Western exports to the Eloey:
it does not appear, up to the present at least, to have created any permanent
patterns of trﬁ? vhich would significantly affect Western “"reliance” on trade
with the Blog.s< S ‘ o

%o Unbil recenmtlyfthe Bloc hasynot extended any credit to the West,
tut thers are indications that the Bloc may in the future make medium-term trede
loens apd long-term devslopment loans to underdeveloped areas of the fres world,

8/ In 1954 the trade dsficit of the U.S. with the Bloc of $43 million furnished
the Bloc greater financisl resocurces then the total estimated net new credits
wede available by the firee world, RS o ' 2

L Py K - ‘

%/  Inasauch as Blos exports amount to $1,700 million, the’ Eloc's foreign ex-
change resources ere more than ample to finance the current level (or a’
-umch higher lmlg of Blos strategic imports (3168 million from COGOM
countries in 1954). Any adjustments which might be required by a ceassafion
of credit would presumably be made in the area of non-strategic trade (uhich
comprisss 90% of the total). S

19/ muis aspsct of the problem should probably be given more careful cousiders-
tion in the future, ' ‘ ' o . '

CONFIDENTIAL
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Credit is an aspect of East-West trade which, perhape mistakenly,
* has never bsen the subject of internatiofial negotiation or control.  However,
 the present time would seem inopportune to make any proposal to extend COCOM
" comtrols to cover credit operations. Nevertheless certain steps can be taken
mow to assign contiming responsibility within the EDAC structure to compile
 dsta on the financial aspects of East-West relations, analyze their mpnt on
Bast-West trade in general, strategic trade in particular, Bloc f:l.nancnh/
resources, Soviet trade trends and tactics, and submit periodic reports,
Adequate factual information (which is now lacking) and‘_mlyue of East-Weat
.financial relations would be of consideiable value not only to the economic
defense program but also to U.S. foreign aid policies and programs in general.

A/ uitn respect to trade relations, snd strateglo trade in partieular, it has
been suggested that the following topics, smong others, be made the subject
_of further inquirys Relation of Credit to "Belisnce” ou Trade with the
 Blooj Policies & Practices of Governments regerding Credit Guarantees;
The Role of Private Financial Institutions in Esst-West Trade; FPossible
Rols of Crodit in the Expansion of Trade with China; Finangial Relations
of Japan with the BEloc; Sowiet Policy & Practice with respect to Trade
& Development Loams fo Free World. Countries; JPeriodic Statistical Reports
‘on Credits & Loans froa the West to the Eloo, by Countries and Categories.

/
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